By Samuel Pizer and Frederick Cutler r

Private United States Direct
Investments Abroad

AMERIGAN private direct investments abroad ob the
end of 1940 were valued at $12.5 billion, an inerease of
$1.3 hillion during that year. The inerement in value in
1948 was the leigest in any _;'%lﬂ year and represented the
development of man¥ lﬂrtﬁa oversess projects.

Praliminary date for the first 9 months of 1950 indicate
a dedline of about 15 pevcent in capital outfowa aa compared
with the same paiod of 1049, For the first time since 1943
Canadn displeced Latin Americn as the aree Iaceiﬁﬂr.itf the
largest capital inflow. ‘This change In position, &9 walles s
somewhat largsr capital movement to the ERP couniries,
resulted from shifts in T&Ipluum investmenta which in
1960 were d in Latin America while increasing
mpidly in the new ol fislds of Clanada, and from the axpan-
sion of refinery facilities in Evrope.

The av snnual inerease in the 194649 pericd wos
shout $1 mn, with a larper inerease ocourring in
successive year. 'To zome extent the amount invested ench
yenr usually tends to be cumulative, as larger capital invest-
monts provida a larger base for emrnings, which ars the
ﬁrim-:,r sourgs at present for investment funds. In 1948,

owover, the increase in value was only $29 million greater
than the increase in 1948, ulthouﬁh capital movements were
$90 million higher—becanse o diminished portion of the
earnings of forsign subsidiariss was reinvestsd abroed.

Investments concentrated in Western Hemisphere

The Western Hemisphere continued to be the most
attractive nren for direet investrnents, In the 1020' about 74
percent of the increase in valne of investment was in thas
aren, ond in the period 1946-9 it was about 66 percent. ‘The
relative decline wos caused by the laipe investments in the
development of Middle Eastern petroleum in the lnter period.
Eurcpe has been o reloatively amﬁ.l field for direet investments
in recent years, although in the 1920 shout 18 percent of
the investment was in that area.

On an industry bosis, monufacturing remsined an im-
portant fisld for investmant, aceounting for about 29 percent
of the ndded investment in 194649, The most striking
devintions from the experience of the 1920°% were (@) the
practical cessstion of investments in publie utilitiza, ond ()
ihe of ten-mentioned predominance of the petroleam industry
in ths lost faw yeurs.

Importance of reinvested earnings

Of the total additions to direet investments abrosd in 19490,
shout 60 percent wos recorded as capital movements and the
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ramainder as reinvestod eornings. This ia about the same
proportion for capital movements 28 is shown in iabla 2 for
the 1946—4% period as & whole, when capital movements ae-
counted for about 58 percent of the totnl merease in valua,

The reinvested earninge of foreign subsidiaries de not
enter the bolance-of-payments stotement,! but they con-
tribute to the development of investments abroad in much
the same way as do capital movementzs. For this reason,

Cirect investmants eoched a record walue in 1945
o3 large petrolaum and manufocturing outlays continued.
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the ent discossion js primayily in terms of changes m the
vnlupalﬁ diraet investments abroad, which are the result of
bath reinvested earnings and un.pltal' movemeants, gather than
in terms of eapital movemanis slons.

Sinee the sntire addition to the hook wvalan of foreipm
bronches of United Statea companies, whether from curvent
garnings abroad or from capital contributions of the parent,
iz included in capital movements, the daia on capital move-
meats tend to expggernie the share in investrment nclivity of
thoss industries oreas where the branch form of organi-
zation is predominant. ¥t will be noted in table 2 that for

Coneds and for the manufapturing group, which is very
i t in Cuoada, ths major growth sinee 1945 has come
from the reinveatment of subsi F

In the petroleum indusiry, on tzn other hand, snd in the
greas whars petroleum resources nre baing dewiuped, moak
of the incrense in inveatment sinea 1945 hoe been recorded as
capital movemenis, einca this industry’s operations abroad
gre conducted prineipally through branches. Whila the
peircleum industry accounted for 80 percent of the net
direct-investment capital cutflow in 1949, the share of this
industry it tha inerense in volue of direct investments abroad
in that year was only about 55 percent. ] _

Thera ara several factors, in addition to the difference in

& of izntion, which affect the relative importonce of
reInves ings for certnin industries snd arens or for
certnin yeara, hnb%rahme most important is thet the
expansion of Jong-cstablished enterprises, such as monuface
turing plents in Cenadn, oon be financed out of purrent
earnings, while new developments, such as pipaline projects
in tha Middle Easi, perforce require finnncing from the funds
of the parent eompanies.

Other important foetovs are: (1) The blocking of earni
in some couniries by exchange restrictions resuliing in invel-
mntary investments by parent companies; (2} thero iz a
greater willingness on the part of parent compenies t¢ rein-
veat anrmings Ln countries which are ﬁolit-i and egonomi-
cally stable, rather then withdraw them {3) tha desirs
of tia w&im‘mt‘. companiss to hove somings remitted may be
affected by United States tnx legislation,

Income receipts exceeded capital outflows

Not only was the incrense in the value of direch invest-
ments shroad derived to n considerabla extent feom the
reinveatment of undistributed subsidia.ﬁwpmﬁtﬂ, but the
funds employed in enpital onillows may be sz1d to have
been, drawn very Inrgely from income received from abroad.
For example, the data given in table § show that in 1948 &nd
1840 the income received from both foreign branches snd
subsidiariea wos sufiicient, in the agnte, to finsnee the
net capitol outRow from the United States porent componies.

There was a wide variation in the exparience of individunl
t : Soma companiea finnnced new
developmants in partictular areas out of income raceived from
Many comprnies,
muoling sizable investments abrond for the first time, had to
finance their outlays enlively from United Sixtes funds, For
mstahes, tabulatione made for six petrolonn companies
which neeounted for about 60 percent of pll net capitsl outs
flows and about 80 percent of the net capital outflow in the
petroleum industry in 1947-40 show that only wo, which had
previously built up lorge enterprizes abroad, hed income

'Tru'mﬂ:rmnmﬂmn E b dcend I oo | rngy UER Ll Books of M indi-

ikl o5k panen u:mnemetc'l. L muglm:‘ﬁh-nnc'ﬁ: nEPuﬂlm ol clat ooy of

# theporoat |n any pecbod eom gnly bi i Epdnin pralinle  Jt :mm‘mwmumgg
gmhr Kglgn Etﬂnbimin nm t m;mnu.-n capdlal lpToEtment w&mlnu mnar

| faken ﬁ%ﬂwﬂthlmﬁ% Talyp oyer beangh umﬂmk ulm'lﬁamllll-

T whlan b kg hﬂlmndl.hntm whuninmmmaml: i) o hlus

d ook valm While ety i e g oo va i e e, A & i rtase 1

k- el rand ﬂmpmﬁm X e ' .

-SURVEY OF CURRENT BUSINESS

21

receipts from abrond in excass of their net cepital outlays
sbroad. However, for the group of six companies income
received {rom abroad in 1947-49 was only about $100 million
less than their net capital outflows of absut $1.2 billion.

Domestic borrowing a lesser source

A further sspect of the fmencing of direct investmenta
nbrosd since 1945 is the ralisnce on miemnsl corporate funds
rather than on tha United Siates capital market. The six
petrolsum mm]hanies raentioned above raisad oniy sbout 5800
million in the United States copitel market in the 194720
period—of which probebly wbout half was for investment
abroad, sccounting for nhout 20 percent of their net capital
onifiows.

_'Thers wara_nn]{'qa few cases, nlthough they were quite
sisable, in which LUnited Siates parent companies financed
their investments nbrond by borrowing in the United Statas
copital market rether than by using internn! corporate funda.
The progpest for direct investments abroad in the near future
however, ia somewhot different with respect to tho means o
financing., A lorger proportion of the total will probably be
in resouzce developments abroad carrisd out by eorpaniss
and groups of sompanics which have nat previously hiu'? large
investments abrond ; slthoush they will depend primarily on
their owmn corporate i‘unds, they will not hava foreipn seTnings
on. which to drow.

Expansian of petrolenm investments ai peak

The incrense of about $70% million in the valug of petro-
lenm investments abrond in 1949 shown in table 4 was prob-
obly the peak of the postwar cxpunsion in that industry.
Partiol dota for 1980 indiente less investment. More than
hali of the 1949 increase—about $376 millign—was in the
Amerionn Republics, reflecting about 330 million in pur-
choses of tankers by foreign subsidiaries, snd the final ex-
penditures for major increases in refinery cnpm}i‘liy.

Investments in Eatmlemn focilities in the Middle East
igh rate in 194% as ImFe postorar projocts
were earcied forwasd,  The ecompletion of the trnns-Arabian
Elpclmc in 1950 marked the close of the expansion which

ad been plonned £t the wor's end, bat other prejects under
discussion indicate continued, althou
ment aetivity in that part of the world.

An, increasing amouent of investment hos been flowing to
petrolewn development in Conade, The exploration of new
oil fiolds, a2 well va work on refineries, storngs facilities,
pipelines, end nntural gea resowrces, point to rising invest-
ments in that country lor some time to come,

Althaug{lw petroleum  investments have been relat.i::g
smull in the rest o the world, present plans for incre
refinory capacity in Wostern Eum&:a call for capital outlays
ol considerable magnitude in 1950 and therscfter.

The petroleum indusiry abrond was parsiouinrly nitected
by the heavy dvain on foreign dollax reserves which oceurred
during the first % months of 1949,  The mnjor eosts of most,
oil produced abroad by American companies were peid in
dollars, and, therefore, the oil was sold almost entirely for
dollare. As dollor yeserves fell, the United Kingdom estab-
lished incressingly rigid restrictionz on the marketing of
dollor il in tha sterling aren.

In order to meat this problem several companiss worked
put armngements under which they switched as much of
their expenditures us possible to foreign currencies, thus bo-
ing able to neeept an increasing proportion of their receipts
in forelgn cucresicies and maintsin their foreign markets.
Ona of the efects of this change wasa to shift orders for oil
In‘Itipll:ers and equipment from United States to foreipn sep-
pliers.

also continued at a
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Table 1.—Vnlpe of T'rivate Undted States Dircer Investments
Abwigd, by Avca and Industsy, for Seloctad YVears
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Although there hos bean 8, yery large expansion of Ameri-
can petroleurn inyestmentz abroad snce 1945, the output
achisved will not be sufficient to mest the world demand for
long at presently estimtted increnses in the rabe of consum
tion. In this connection, it is of interest to note thet n
1040 Latin-dmerioan soantries for which deta nre prailable
consumaed 32 percent of their own oil production, while in
1945 they comsutned only 23 perceat, with production in-
areased by neatdy 40 percent in the period.

Meanufacturing investments at a redurced rate

The United States investment in manufecturing énter-
prises abrond incrensed by $200 million in 1949 as compnred
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with $300 million in 10438, The increase in Canada in 1949
wis considerably less thap in the previous yoor, pertly be-
canse of o drop 1a the proportion o earmF which was rein-
vasted. Thers is o renewed interest by United States com-
ganies in developmant of the Cansdian paper and pulp in-

ustey ond other manufactures—with a view to moeeting
the msing demond 1o the United Statea and elsewhere for
thesa produets. ]

Moat of the investment in manufaciuring since 1945 has
been in the form of reinveated ings, and 1o some eountiies
the investment was involuntary since exeha rontrols
resiricted remittonces of earnings. Tt is hkf-lﬁ hat in such
cosos there was 8 tendeney to hold nesels in relatively liquid
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- Tote S~=Tinlted States Privete Direct-Invemtmout Capital Move—
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forms rather than in incressed investments in plant and
equpment.
In the ease of Israsl, the amount of investment thot took
Ince in 1049 and is projected for the future does not hulk
rge in the total, buk it represents the mejor investment of
this type in the Middls East.

Mining investments more important

. Anperiod of striking expansion in mining enterprises abrond
was _m&u%urnted in 1949 with an inerease of $70 million,
I conmiderably more thon wos invested in previpus years,
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Nearly all of this took place in the Western Fomisphere,
and represented the initialion of a group of projects which,
when completed in the next. few years, will nearly doubla the
current investment of $1 billion in the minicg and smeltiog
industry in thiz ares, In addition, thers sre mony mining
projecta already under way or committed for tho rest of the
world, lagely Africa, which, if earriad qut gz planned, will
a?ual the nmount nlready invested by this industry outside
of the Weatern Hemisphere.

The search for new sources of raw materisls has been
stimulated by the need to discovar and develop new and
reliably nrcessible sourass for materialz neoded in the United
Btates. The additional reguirements of an accelorated
pru&m*&&]ism program will undoubtedly hasten developments
in this

There was little noteworthy activity in direet inveatments
in the other industries shroad in 1949, Investmants in dis-
tribution enterprises were somewlhak less than in the previous
year, and wera derived vary largely from reinvested em'ning:a
of foreign subsidiaries. Investments in the “miscellaneous'
group of industries were much lerger than in 1948, hut the
mclusion of insurance gompanies in this group results in
somewhat arbitrary expital movements, either agrienl-
tural enterprises or public utilitics exhibited any tendency
to expand foreign fucilities substantially in 1049, with the
reinvestment of enrnings accounting for most of the small
merease in value whiok ocowrrad.

Investments follow established pottern

Blightly more than half of the increase in valug of direct
investments abrond in the 194840 paried, excluding petio-
leum, was in Canadoa and YWeatern Europa. The increage in
volue of industries other than petroleom in the rest of the
world wasz substantinl, amounting to abont $950 mallion in
the period, but it was largely directed to those countries
which were industrialized and offered expansion possibilities.

Various methods have been suppested for encournging
direct-investrnent capital outflows to countriez where pro-
ductivity is reladively low—such as the negotintion of tronties
conthining specific provisions to protect invesiors agaimst
diserinrinatory treatment, easing of the tax burden on foreign
carnings, and guarantecs by the United States Government
covoring visks peculinr to forsign investenent. Gunrantees
for investments in arens participating in the BCA progrom
have been available since emly in 1948, but as of August 31,
1950, the total amount of industrial guaraniecs amounted to
only $23 million, of which 83 percent was in a single petroleum
pr—:}f:gtipltaly - . .

aties have been negofinted with threo eountries, Italy,
Lire, ond Uruguay, conteining specific references, particu-
laxly in the case of Uruguay, to the freatment of foreign
investments. Discussions arve in progress with o large num-
Ler of countries on this subject, and some countries, such us
India, Turkey, Iron, nnd Isreal, have tnken steps through
public statements or 1egislnt&un to indbes mora foreign inveat-
menk. '

On the question of taxntion of foreizn earnings the Socre-
tary of the Treasury hus recommended that the tax on the
income of foreign branches be postponed until the foreign
earnings are brought home, and that the provisions for nllow-
1E?g t for foreign taxes paid be libexalized in eoine respects.

owever, no legislation bas been onacted ss yot covering
these recommendntions. All these developments are ecom-
paratively recent and come ot a iime whon the situation
abroad iz changing rapidly, so that, although the immediaic
offzet on capital gutilows hes beon small, 1t is too eardy to
assess the longer run effecis.



